MARKET SUMMARY

The global recession appears over
with most of the growth in the
manufacturing sector. This in part
is due to manufacturers rebuilding
inventories after considerably
cutting them back during the eco-
nomic meltdown. Many hope the
surge in manufacturing will lead to
a decrease in unemployment and an

The
United States economy did expand

increase in consumption.
for the first time last quarter in a
year by 3.5% according to the
United States government and can
be attributed to enticing govern-
ment incentives on home and auto
sales. In November the number

was revised and reduced to 3%.

Corporate carnings surpassed
economists’ predictions due to cost
cutting but revenue was lower than
expected. Bank loans are still diffi-
cult to obtain, despite the billions

of dollars in stimulus funds that

have been injected by the central
banks.

consumers have benefited from

Neither businesses nor
the liquidity that banks have re-
ceived. Similar to the two previ-
ous recessions, it has been a job-
less recovery and unemployment
is expected to rise. Unemploy-
ment is at a 26 year high and isn’t
expected to significantly drop
until 2010. Many of the jobs that
have been lost will probably never
return due to changing times,
requiring a restructuring of the
economy. Since United States
consumers aggregate 16% of the
global economy and 70% of the
United States economy, recovery
will be slow if they do not begin
to open their wallets. 40% of the
shrinkage in the United States
economy can be attributed to
focusing on reducing inventory as
opposed to producing new goods.
Although the panic is over, con-
sumers and businesses are per-

petuating the paradox of thrift.

Global activity indicators have strengthened industrial

production to lead the recovery

Source: Schroder’s Private Banking
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Government bond yields declined
and prices rose during the quarter.
Corporate bonds beat government
debt. Bond issuance increased but
was overwhelmed by increasing
investor demand. Interest rates will
remain low until economic recovery
is established. Emerging market debt
outperformed developed markets
since many investors around the
world are borrowing US dollars and
buying assets in the commodities
market and developing economies.
The value of the dollar has weakened
and commodity prices have risen

significantly. On the NYSE, all three

major indices have rallied significantly
and are at levels higher than a year

ago.

SR

The Cove Mid-Cap Index outper-
formed the Nasdaq, Russell 2000,
Dow Jones Industrial Average and the
S&P 500 significantly, increasing
23%.

The Cove Mid-Cap Index is com-
prised of 1,949 public companies,
excluding banks, utilities, and insur-
ance companies with market capitali-
zations between $50 and $250 mil-

lion.
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Federal Reserve Chairman Ben Ber-
nanke announced that the recession is
“very likely over” despite the fact that
the number of deals in Q3 dropped
6.1% from 214 in Q2 and the total
capital invested declined 42% from $12
billion in Q2. However, many expect
the private equity deal volume to stabi-
lize since investors are becoming more
comfortable with undervalued oppor-
tunities. Business Products and Ser-
vices (B2B) represented 31% of the
deal flow, making it the largest por-
tion, while Consumer Products and
Services (B2C) saw a decline from 28%
in Q2 to 25% in Q3. Information
Technology remained unchanged while
Healthcare and Energy saw an increase
in deals closed. Investment activity was
evenly distributed throughout the
United States, with the exception of
the South that saw a 38% increase in
activity compared to 2008.
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The
growth equity deals under $50 mil-
lion dominated Q3 of 2009, totaling
60% of the deal flow. The number
of deals over $2.5 billion has de-

creased as investors concentrate on

lower middle-market and

the middle market since all-equity
transactions are more common and
financing is easier to obtain. Median
deal size increased to pre-recession
levels as middle and upper-middle
market deals became the center of
attention in Q3. The median deal
size for buyouts increased signifi-
cantly from $37 million in Q2 to
$54 million in Q3.

Despite the downturn that began
almost two years ago, the steady rise
in median deal amount and an in-
crease in newly announced deals
indicate that the end is here or at

least near.
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Median Deal Amount by Deal Type
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This newsletter is published by Cove Partners LLC. The information contained herein has been compiled from a variety of sources believed to be reliable. We do not guar-

antee any information or make a representation as to its accuracy. It is intended to be general information regarding mergers and acquisitions and financing matters. It

is not intended to provide legal, accounting or financial advice.

A= COVE PARTNERS .



PAGE 3

sawaamyi inngpind i Tap 3 inmmirins (HE]

Saaar e ] 1

b 1 L L] THeH
[ R 1 1=
o P R D R

e brorn gl b

res s B

e et b

P TS T
P A B R
aadaty)

o enirny

Pervsp of Feaworan o Top § inmnnies

ek Elab il g il ik | b i
" = e [ | L] i [} EE u
TR PR R ) N ™ ™ - I n r -
L - - -} -
e s T Rt =t = T i it T T
ST o Ha 5| - i | L= -
ket 1] o pid =1 -l L= ol i al
mall H) kol - - i s - ¥ LL
el B LT ] [ L] =y ™ iy - " -
e il H B i i L] [l wl
e s=Fewaw H1 L i i) i 1] ¥ i
i i | a i i T ik '
T T Hp R b T 1] 1 L] 1 1
e 1984 e 158 il L i - ey -
= = T [ T C : T = o =
Loy e k& federy i | ik u i | ¥ Ll
L i | i i L] i i
da 'l 1) L " ¥ 1
el U 1 1 1 T

Team| | |
r— i T ) o o o pi) T -
i 1 i i i 1] L k'
LLi " k| LU n L] H m
:H"-HI-:"'I-#II 0 L) ¥ - w 1 ¥ -
iy E' !' - —!| - | 2
e SELIRETY |_I = f i i | i wi
s Trreamey Lovee E il i o |} | i o
PR RSN T L] b hH L L) H L] # n
St LUl ) b ™ n m, - ™

i

1 [

Turtanl Aevivmsrrl Irreeslodl brp FE Daal Ty (981

18
Torka Fir G dsj

) [ I i Vsl [T}
T | ST | B BRI S35 T | N T A i 35D |4 s Ky
THTH | F e R 1 L VLTSN | B e ) AT B30
4 B F BN d |8 1ICEA RS TAsdas | & & al L] 3 pEL -]
L] 5 A L L] at

AMTH BSSLTEIES B N LB b il e i ] LITTr

Sewsl Teig® BAITLAIE BT EEE UF

Femibtar of Finsncings By PE Desl Typs

= Cymgs e
5 bl i S

Modnn Amcunt Ireewi=d by PC Deal Typs (500

oA T T L e 4

Dernl “wwn i L] a5 QMR i D
R

ﬁ

AR

I Tl L] L = oy Tl L] ]
TR T T H I R 2 ) 3 T = b o 171
B
Crma PR Dol T £ 0 | Rl s ETID ] Trad | 4 0 | & T
¥ ] L] EmEE 8 1 k]

i
Tyrarel Madus | MH [T INEH B s T EE T ] S ] T W 0

A= COVE PARTNERS .



Cove Partners LLC is a fifteen year-old boutique investment bank and financial advisory firm based in San Diego, California focused on providing
bulge-bracket quality advisory, valuation, and capital markets execution skills and services to the middle-market. We have to date provided ser-
vices to in excess of one hundred public and privately-held clients in a wide range of diverse industries on a global basis. Our typical client has
annual revenues of between $25 and $150 million, and our typical publicly-held client has a market capitalization of up to $250 million. We are
principally focused on building long-term relationships with our clients which are designed to help build and monetize sharcholder value. While
we are headquartered in San Diego, we maintain a global advisory and execution footprint as a result of being the exclusive American representa-
tive office of Swiss-based Translink Corporate Finance, a global network of boutique investment banking firms located in 17 countries with a
primary focus on cross-border M&A transactions. In its more than twenty-five years of existence, Translink has developed its own proprietary
operating procedures to handle a large number of transactions in several countries simultaneously, and offers middle-market clients significant
advantages over both large international financial institutions who tend to be more focused on larger transactions, and smaller domestic firms
which lack direct coverage and knowledge of foreign countries. In association with our affiliates at Translink, we at Cove Partners would wel-
come the opportunity to discuss your cross-border M&A needs (either on the buy or sell-side), or any other valuation or advisory needs that you

may have. Additional information concerning Cove Partners LLC can be found at www.covepartners.com. Information concerning Translink can
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be found at www .translink-int.com.
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